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MEMORANDUM FOR: CRS/ADD Release

SUBJECT: Relcase of DR AP 75-28, S¢i Lanka:
' Unaffordable Socialism, September
1975, Confidential, to Foreign
Governments

1. It is requested that the attached copy of subject report be
forwarded as follows:

25X1C

SNZE I -0 D-C.

2. All OER responsibilities as defined in the DDI memorandum
of 13 August 1952, "Procedures for Dissemination of Finished
Intelligence to Foreign Governments, ' as applicable to this report

" have been fulfilled.
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SRI LANKA: UNAFFORDABLE SOCIALISM

SUMMARY AND CONCLUSIONS

1. Sri Lanka is a no-growth welfare state, which until recently
could get by with minimal foreign assistance. This situation is changing, in
part because of Colombo's chronic neglect of its key agricultural sector,

in part because of the higher costs of imported oil and grain.

2. OQutput from tree crops -- tea, rubber, and coconuts -- which
provide 75% of export earnings, is declining under the pressure of
government takeovers, a discriminatory exchange rate system, and heavy
taxation. Rice production, which increased steadily during 1965-70, has
failed to increase further since 1970. The country's heavy dependence on
imported grain and petroleum and its inability to expand exports have
forced stringent controls on nonfood imports and an increased reliance on
short-term foreign loans.

3. Prospects for sustained economic growth are poor. Foreign
investors are effectively locked out by government policy, and domestic
investors are discouraged by constraints on private economic activity. The
governent shows no signs of shifting toward growth-oriented policies.
Failure to generate growth has worsened widespread unemployment and
has eroded welfare programs. The attention of the Sri Lankan government
remains focused on its hosting of the 1976 nonaligned countries confer-
ence and on the national elections slated to be held before mid-1977.
Because of these factors, Colombo is likely to depend upon increasing
amounts of foreign assistance simply to maintain welfare programs.
Failure to maintain these programs will increase the likelihood of politicél

instability.
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DISCUSSION

Policy Orientation

4. Sri Lanka has maintained a strong policy orientation toward
development of a socialist-welfare state inherited from the British. All
major political parties share this basic orientation, and debate centers on
how fast and how far change should go. Twenty-five years of welfare
policies have increased the transfer payments share in the government
budget. For example, they grew from 23% to 38% of total government
spending between 1958 and 1973 (see Figure 1). These transfers include
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financing free rice, other consumer subsidies, and gcvernment pensiors.
Although domestically obtained revenues financed 70% to 80% of the
welfare-style budget in recent years, foreign aid is now increasing sharply.
It is projected to meet half of Sri Lanka's 1975 budget deficit of $200
million.
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USE OF INFORMATION FROM COLLI CTION PROGRAMS IN FINISHED INTELLIGENCE

GENERAL INSTRUCTIONS

Rating forms will be completed for each finished intelligence publication prepared by the DD/l and DDS&T. This is a
machine-supported system and information must be gathered in a formatted fashion. Therefore, each analyst will complete
the NON-SHADED parts of section | and Il of this form. Please type or print legibly. Questions should be directed to
CGAS/HSG, Room 2G 40, x1829 (red) or x5577 (black).
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useful in the publication, check the box labeled Not Applicable.

Rating categories are defined as follows:
item could not have been reached without it.

intelligence item.

CARD COL COLLECTION PROGRAMS
(17) . OVERHEAD IMAGERY
(19) 2. COMINT
(21) 3. ELINT
(23) 4. TELEMETRY
(25) 5. RADINT
(27) 6. DEFECTOR RPTS {e.g., FIRK's)
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For each collection program contributing information to the publication, check only the highest rating that is applicable. More than one
collection program may be rated as Key, Supplemental, or Incidental for each publication. If the source did

If a single publication treats more than one geographic area and/or topical category and the source
additional forms must be completed; e.g. India—economics—State and Japan-—economics—FIR’s,

Key—Information from a particular collection program was of such importance that basic conclusions of the finished intelligence
Supplemental—Information from a particular collection program was important but not essential to basic conclusions of the finished

Incidental—Information from a particular collection program was useful or interesting primarily as background but was used only
incidentally in the finished intelligence item.
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